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opposites. When people speak of their licensing in-
come, they should always be asked to separate
domestic income from foreign, and infringement in-
come from other income.

One important exception to the limitations placed
by management on domestic licensing 1s my third
category of items, which 1 refer to as “underused”.
[ am convinced that an aggressive Licensing Depart-
ment can do one of its most useful jobs by challenging
its own managers to look more deeply into licensing
as a profit-enhancing strategy, even though the tech-
nology is in use or expected to be used by one’s own
company. Most managers are not aware that field
limited licenses can be used to profit from such tech-
nology and patents. Nor do they pgenerally consider
adequately the possibility that a new field might be
opened up much sooner and more profitably by Ili-
censing than by hoping to keep all the business. And
still another issue they need to understand is the
importance of good timing in a licensing program. For
example, it is not good business to wait to discuss
licensing until infringers are heavily committed by their
own R&D and marketing investments, if in fact their
moves toward infringement are predictable from
market conditions and general business pressures.

In one of my efforts to articulate the Licensing
Department philosophy for  Bendix line manage-
ment, I said that my services “should help them early
in each new licensing strategy effort to cut through the
mystery and indecision which sometimes surround
these licerising matters.”

The only remaining issue I want to explore in
somewhat greater depth is the question of technology
selling techniques. My friends in the General Electric
“Technology Marketing Operation™ are convinced that
publication is the most effective approach, because, as
one of them said to me, “the company who wants the
item is invariably one whom you would have re-
garded as least likely to be interested.” On the other
hand, our experience thus far has been slightly better
with selected prospects. One reason for the difference
is that GE has done a much better job than we have
in dealing with the problem of “fishing expeditions”.
They provide documented data in response to initial
inquiries for a reasonable charge, usually $50. We
have not been willing, thus far, to invest in getting
such data ready in advance, and therefore, must re-
spond to specific questions,

I can’t tell vou anything of real value about the
efficacy of brokers, or consultants. My operation has
not been authorized to spend any money for such
services, because, as my boss says “that’s what we're
paying you for”. Of course, any broker who is work-
ing on a retainer to look for new products is most
welcome to explore with us what we have available.
We have exposed our material to several brokers so
far, but the responses have been limited.

In conclusion, I do not recommend this tech-
nology marketing to anyone who is very rigidly pro-
grammed either to certain ways of deing things, or
to certain inviolate expectations about this busi-
ness. I've given talks on this experience before. This
one is quite different from its predecessors, and T'm
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sure the next one will differ in various ways from
this one, even though I have not avoided *telling it
like it is” from my vantage point. In sum, it’s a very
experimental and very fluid operation.

*About the Author: Thomas J. Plante is Director,
North American Licensing, Bendix Corporation.

CLARIFICATION OF PATENT LICENSING:
R FOR THE AILING TECHNOLOGICAL
TRADE BALANCE

by
William Marshall Lee*

(Reprinted by permission from the CHICAGO BAR
RECORD, June 1972, Vol. 53, No. 9.

In our “Age of Exploding Technology,”! patent
licensing is an increasingly important vehicle for pro-
moting “the Progress of . . . useful Arts” as called for
in Article I, Section 8 of the U.S. Constitution,
the mandate for our patent law.2 Anamalously, patent
licenses have been currently subjected to increasingly
vigorous attacks in the courts under the antitrust
laws, both in private litigation and in cases generated
by the Antitrust Division of the Department of
Justice.?

Senator Hugh Scott of Pennsylvania has sought
to cure this anomaly through introduction of the
“Scott Amendments.”* The proposed amendments are
intended to clarify and stabilize the law relating to
patent licensing largely by codifying existing court-
made law.’

The Commerce Department has recast the amend-
ments in the form of proposed substitutes for Sec-
tions 261 and 271 of the current patent law.® The
recast sections would insure that licensing provisions
which have demonstrated their efficacy in promoting
invention would be protected from attack as per se anti-
trust violations, thus stemming over-zealous extension
of the antitrust laws to the long-range detriment of
the nation. Antitrust enforcement relative to matters
beyond the proper scope of the inventor’s reward would
be unaffected. Control of a licensee’s selling price,’
tie-ins,® restrictions on resale,’ restrictions relative
to activities outside the scope of a patent, and joint
control over the granting of additional licenses,!' are
all expressly excluded from protection under the
recast sections. Also, the proposals do not authorize
a licensor’s dictation of royalty arrangements which
are not agreeable to a licensee, 12

The major thrust of the proposed amendments,
regardless of their form, is to help spark the incentive
to invent which has recently been lagging in the U.S.
relative to other nations. In a July, 1971 statement
to the House of Representatives former Secretary of
Commerce, Maurice H. Stans, correctly predicted
that our nation’s international trade balance would
show a deficit in 1971 for the first time in almost a
century. In his well-supported statement, Secretary
Stans conciuded that enhancement of the level of
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technological development may be our only hope of
reestablishing and maintaining a favorable balance
of trade. He pointed out:

“While U.S. technological development has
not been stagnant, our competitors have been
making greater relative efforts and are in effect
catching up.”

And subsequently, under the heading “Patent Ac-
tivity,” he warned:
“There is growing evidence that other nations
have been much more aggressive than the U.S.
in patenting new technologies. Even in the ap-
plications for patents by foreigners to the U.S.
Patent Office, the share of foreign applications for
U.S. patents has grown steadily from 25% of U.S.
patent applications in 1961 to nearly 45% in 1969.
This, of course, represents only a portion of the
total foreign patent activity.™!3
A great deal of evidence and expert opinion has
been presented showing the necessity for clarification
of patent licensing law in order to attract and protect
investment in new technology. It is believed that the
case showing the importance of the proposed amend-
ments to the critical area of business investment has
been well established. !4

Surprisingly, very little attention has been directed
to a basic tenet: the proposed amendments are directed
primarily toward protection of individual inventors and
small technologically oriented businesses which rely
upon the patent system to help them deal on a more
even footing with the giants of industry. 15

The Basic Nature of a2 Patent
Has Been Misunderstood

Under the Constitutional mandate, patents are
issued to inventors to reward them for achieving and
disclosing to the public new technological concepts.
The underlying purpose is to motivate individuals to
make inventions and to further motivate them to dis-
close rather than suppress these inventions.

A patent is not the grant of a limited monopoly
over a known segment of technology; instead, it is
a contract between an inventor and the government
under which the inventor agrees to disclose to the
public a hitherto unknown technological advance in
consideration for the right for a period of 17 years to
exclude all others from utilizing the inventive ad-
vancement without permission of the inventor or his
assignee. Therefore, a patent takes nothing from the
public domain but instead provides new technology
which is eventually added to the public domain.

Men are motivated by a reasonable chance for
reward, and hence, they are willing to strive to achieve
inventions and to disclose them in return for the ex-
clusive right to promote their brainchildren in the
marketplace for a limited time. The general public
receives an immediate disclosure of the invention, and
after a period of 17 years, the subject matter becomes
public property. The progress of the useful arts is
promoted by conception and disclosure of the inventive
advancement of technology and by development of
marketable new products embodying the invention.
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The wisdom of the founding forefathers in providing
for this reward to inventors has been responsible in no
small measure for the world-wide lead of the United
States in the field of innovation and technological
development.1¢

In recent years, however, the effectiveness of
patent grants in the United States has been diminished
while patents have become increasingly important
in other developed countries of the world, including
the Soviet Union.!” The predictable result has been a
slow-down in inventive activity in the United States
compounded by an increase in inventive activity in
other industrialized countrics where inventors have
recently found a more hospitable climate.'® While
many factors might be cited for this unfortunate slow-
down in the United States, there are two which are
foremost: (1) the growing tendency of courts to
find technological advances to be unpatentable!® and
(2) the growing uncertainty of inventors and industry
as to the metes and bounds of the anti-trust laws
as they might be applied to patent licensing.?® The
proposed amendments offer a solution to this latter
problem.”!

Promotion of the Useful Arts
Requires Flexibility of Licensing
Within Boundaries of
Reasonable Certainty

Technological advance sparked by the Patent
System has suffered in recent years because of the
lack of reasonable certainty in the important inter-
face between patent law and antitrust law. This is
not to say that past antitrust enforcement has been ill-
advised or improper. On the contrary, enforcement has
been justified in most cases since the attack has been
directed against competition-stifling activities which
were beyond the scope of the reward to inventors called
for in the Constitutional mandate; that is, enforce-
ment has proscribed attempts by some patentees to
enforce restrictions on purchasers, licensees and mem-
bers of the public in general which bore no direct
relation to the patent grant,

Very recently, however, spokesmen for the Anti-
trust Division have attacked activities of patentees
directly within the scope of the patent grant. Specifical-
ly, such attacks have been directed against licenses
which grant a licensee less than all of the rights under
a patent, that is, licenses which grant rights in a
specific field of use or in a specified part of the
country,22

From the beginning of the patent law in the United
States, the courts have permitted a patentee to license
less than all of his rights under a patent.2 This
flexibility of licensing is closely analogous to the
flexibility afforded a land owner in granting rights in
his land for restricted purposes or granting an ease-
ment for specified purposes over a limited portion of
his land. The Antitrust Division seems to be saying
that a patent owner must license or assign his entire
patent if he desires to license or assign any portion
of it. This is tantamount to telling a land owner
that he must grant an easement for any and all purposes
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over his entire land if he desires to grant any ease-
ment at all. Furthermore, this land analogy should be
coupled with the understanding that grants of limited
rights in land, which have been recognized for cen-
turies, deal with existing property which is limited in
supply, while grants of limited rights in inventions
deal with newly created technology, the potential
supply of which is unlimited.

In our complex society most individual inventors
seek their reward, at least in part, by licensing manu-
facturers which have demonstrated interest and ability
in particular fields of manufacture. The same is true
with respect to small technically oriented develop-
ment companies which may not have the manufactur-
ing know-how, marketing capacity and financial capa-
bility which are required to successfully market a new
product. For example, an individual inventor (or
development company) may conceive a new pump
principle which is applicable generally to the pumping
of liquids. In seeking the reward for what he has
invented, the inventor understandably attempts to
have his new pump principle applied to all kinds of
pumps, for example, water pumps, gasoline pumps,
hydraulic pumps, etc. The more important the in-
vention, the greater is the benefit to the public in
having it applied in as many fields of use as possible.
The inventor is interested in doing just this in order to
fully reap the reward to which he is entitled under
the patent grant.

The typical individual inventor (or small develop-
ment company) does not have the resources to manu-
facture and distribute all kinds of pumps himself, and
accordingly, he seeks out manufacturers in specific
fields. Thus, he endeavors to license a manufacturer
in the field of water pumps, another in the field of
gasoline pumps, another in the field of hydraulic
pumps, etc. He may even be able to supply the de-
mand in one of the fields of use himself, in which
case he would retain the rights to this field. Perhaps
he is able to supply the demand in a limited territory
only, in which event he would retain this territory.
However, if he were not free to license portions of
his invention in other fields or in other areas, his
reward called for in the Constitutional mandate would
be partly or, perhaps, completely frustrated. Without
this licensing flexibility, he would be forced to seek
out one huge company with the capacity for manu-
facturing all kinds of pumps and with the marketing
capability of distributing them throughout the
country.

The principle was well stated by William N.
Letson, General Counsel of the Commerce Depart-
ment:

“A strong patent system is an essential tool
for stimulating the development of new, better
and lower-cost products benefiting the consumer,
enhancing our competitive system and increasing
our ability to compete in world markets.

“This system, to be fully effective, however,
should permit flexibility in patent licensing. If a
patent owner is not able to license his patent
separately for various uses or in defined terri-
tories, he is aimost forced to license only to the
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largest companies with the ability to market widely

diversified products throughout the nation, This

may result in less than full use of new technology
and eliminates smaller firms from sharing in such
developments.”24

Thus, if an inventor is not to be permitied to
direct licenses to particular fields of use, inventions will
tend to gravitate to large companies, and the inventor
(or development company) will be left to the mercy of
the giants in attempting to achieve full exploitation of
his invention. Furthermore, if the products embodying
the invention are too large or bulky for economical
shipment, the inventor will be forced to deal with a
multi-plant licensee if he is not permitted the flexibility
of licensing his right of exclusivity to others. The
prospect is discouraging to most inventors., As
Abraham Lincoln put it, the promise of reward “adds
the fuel of interest to the fire of genius.” Without the
fuel, the inventor is likely to be discouraged to the ex-
tent that he drops his efforts to invent, or ceases his
efforts to exploit an invention, or keeps the invention
secret, all to the detriment of the public in general.

A major objective of the proposed amendments is
to codify the existing case law which permits an in-
ventor to grant “field of use” and territorial licenses
instead of forcing him to sell his all to one of the in-
dustrial giants.?

The other major objective of the amendments is
to codify the so-called “rule of reason” of the case
law which provides, in essence, that restrictions in a
license shall be measured in the light of the cir-
cumstances involved and shali not be declared im-
proper if they are reasonable for providing the patentee
with the benefits to which he is entitled under the
patent grant. Opposition to such a “rule of reason”
is illogicai on its face. Opponents are actually con-
cerned about a particular pricing provision which was
approved by the Supreme Court in the General Electric
case of 1926 in which the “rule of reason™ was also
enunciated.? However, this pricing provision is ex-
pressly excluded from consideration under the “rule
of reason” in the amendments as most recently pro-
posed.?” so that there is no longer any valid ground for
opposition to the rule.

Recognition of the Need for
Clarification of Licensing Rights

The proposed amendments to Sections 261 and
27! have been endorsed by a wide range of organiza-
tions. The language has been refined over a peried of
vears. In their present form, they represent the col-
lective thinking of many lawyers skilled in patent and
antitrust matters.

It is the principles which are important, however.
While spokesmen for the Antitrust Division make refer-
ence to vagueness of language, they have offered no
help toward refinement of the language. Instead, they
oppose the principles, preferring continued wasteful
litigation, apparently in the hope that “hard cases will
make bad law.” It is indeed ironical that the very
results they seek are anti-competitive as tending to
force inventors to deal only with the industrial giants,
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as well as anti-progress in tending to reduce the level
of invention in this country.

It is appropriate to review the judgment of two
of the groups which have led the effort to effect
legislative clarification of patent licensing practices.

The President’s Commission
On the Patent System

In 1965, the President appointed a broad-gauge
group of fourteen businessmen, professors, and lawyers
to study the U.S. patent system and to make recom-
mendations for improvements to make the system more
capable of accomplishing the Constitutional mandate.
The report of the Commission?® contained a number
of recommendations, including Recommendation XX1I
which simply and eloquently stated the pressing need
for clarification of licensing rights, The recommenda-
tion itself reads as follows:

“The licensable nature of the rights granted
by a patent should be clarified by specifically
stating in the patent statute that: (1} applications
for patents, patents, or any interests therein may
be licensed in the whole, or in any specified part,
of the field of use to which the subject matter
of the claims of the patent are directly applicable,
and (2} a patent owner shall not be deemed guilty
of patent misuse merely because he agreed to a
contractual provision or imposed a condition on a
licensee, which has (a) a direct relation to the
disclosure and claims of the patent, and (b) the
performance of which is reasonable under the cir-
cumstances to secure to the patent owner the full
benefit of his invention and patent grant. This
recommendation is intended to make clear that the
‘rule of reason’ shall constitute the guide-line for
determining patent misuse.”

From the inception of Recommendation XXII, the
recommendation itself and all proposed legislation to
implement it have been subjected to a single-minded
and well organized attack by the Antitrust Division.
The opposition has been recently joined by a group of
law professors, including Donald F. Turner of Harvard,
who was Assistant Attorney General in charge of the
Antitrust Division at the initiation of Recommendation
XXIL® Most opponents demonstrate failure to fully
comprehend the Constitutional motivation for the
patent law and exhibit lack of definitive knowledge of
the actual mechanics of technological advance. In-
stead of recognizing the broad, long-range benefits
to the public through promotion of invention by allow-
ing inventors to exclude ali others from their newly
created technology for a limited period of time, the
opponents instead take a short-range competitive view
which should be applied only to technology which is in
the public domain. In effect, for the golden egg of im-
mediate competition in newly generated technology,
the opponents in their short-sightedness would kill the
goose which generates these golden eggs for future
competition, Certainly, they e¢xhibit little, if any,
interest in stimulation of invention through the patent
system.,
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The American Bar Association’s
Resolution Recommending
Clarifying Legislation

The American Bar Association House of Dele-
gates in August, 1967 approved a resolution recom-
mending clarification of patent licensing in almost the
same words as Resoltuion XXII of the President’s Com-
mission. Further, the Association authorized communi-
cation of its resolution to members of committees of
Congress and to others concerned with enactment of
appropriate legislation.

This recommendation to the Congress by the
American Bar Association has also been frustrated by
the same group of opponents. Completely misin-
formed attacks through the news media, timed to ap-
pear just before the Senate Subcommittee’s October,
1971 vote rejecting the Scott Amendments, bear the
unmistakable imprint of these opponents. 3

Enactment of Appropriate
Legislation is Long Overdue

The national welfare demands an enhanced level
of technological development. The nation cannot
afford continued worsening of the plight of U.S. In-
ventors. If the ill-advised and short-sighted attacks on
the Constitutional reward for invention are continued,
inventors cannot be expected to reverse the current
downturn in inventive activity relative to other de-
veloped nations,

The proposed amendments would tend toward
improvement of the competitive position of the in-
dividual inventor and smaller technically oriented com-
panies. They would afford long overdue implementa-
tion of the recommendations of the President’s Com-
mission, the American Bar Association, and practically
every other U.S. organization concerned with inven-
tion, manufacturing and technological progress.*!

The amendments would not authorize price
control. They would make no change in the existing
law which currently approves “field of use™ and geo-
graphical licensing. The thrust of the amendments is
to permit a patentee to continue to license portions of
the rights directly within the patent grant since this
promotes the progress of the useful arts and tends
toward a broader distribution of rights under patents,

The royalty provisions which would be codified
follow the current case law in that they permit flexi-
bility directed by practical considerations but do not
authorize dictation of particular royalty arrangements
which are not agreeable to a prospective licensee.

Finally, the provisions relating to the “rule of
reason,” measure of royalties, and “field of use” and
geographical licensing are expressly limited to situa-
tions in which the assertion of patent misuse is directed
solely to the particular conduct specified. Combina-
tions of conduct which might be considered anti-
competitive are not authorized by the proposed
amendments but must be measured under the general
antitrust laws.

Enactment of the amendments would thus en-
hance promotion of the useful arts, would tend to-
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ward a broader distribution of newly developed tech-
nology, and would have no effect whatsoever on
technology in the public domain except to advantage-
ously expand its increase with the passage of time.

The nation’s fast decreasing technological super-
iority has sounded the warning. The time has come to
stem the short-sighted antitrust attack against the na-
tion’s inventors.

* About the Author: William Marshall Lee is a partner
in the firm Hume, Clement, Hume & Lee, Ltd., Chicago.
He took undergraduate and graduate work in en-
gineering at the University of Wisconsin and the Uni-
versity of California at Los Angeles and received a J.D.
degree from Loyola University of Chicago. He is a
past chairman of the Chicago Bar Association’s Federal
Civil Procedures Committee and of various American
Bar Association committees. He is immediate past
chariman of the Anti-Trust Committee and currently
chairman of The Patent Law Revision Committee of
the American Bar Association patent section.
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summary of the charges and a statement by Westinghouse, see
“les Nouvelles™, Vol. 5, No. 3, (May, 1970}, pages 116 and 117.

“LICENSING 'A ‘PACKAGE LAWFULLY IN
THE ANTITRUST CLIMATE OF 1972”

by
Alan C. Rose*

(Initially presented at the Fourth Annual Institute of
Licensing Law and Practices — Americana Hotel, New
York City: May 22, 1972).

My topic for this morming is “LICENSING A
‘PACKAGE LAWFULLY™.

In addition to giving consideration to the individ-
ual legal points which are involved, it is important to
consider the background of this area of the law, the
present status of recent developments and trends, and
a philosophy or an approach in drafting licenses which
will probably best serve the interests of your clients,
when viewed against this backdrop.

Patent, trademark and technical information
licenses are right at the interface between the patent
laws and the antitrust laws. [ often have a mental
picture of a surfacr or a line separating the body of
patent law and the body of antitrust law, with legal
decisions, statutory changes and various other legal
and political forces pushing the line or surface in one
direction or the other.

Carrying the analogy one step further, out on the
West Coast, we have a residential area known as the
Pacific Palisades, and at the edge of this area toward
the Pacific Ocean, there is some unstable ground; and
we occasionally lose a house or two which slide down
onto the Pacific Coast Highway. This erosion of the
Pacific Palisades is similar to the erosion of Patent
Licensing Law to the precipice of the antitrust laws,

Unfortunately for our nation, as I see it, for the
past few decades, the antitrusters have had the best
of it, in the patent law field as well as in other areas
of the law, and the patent and proprietary licensing
bodies of law have been giving ground to antitrust law.
The antitrusters have branded patents as “monopolies”
rather than referring to them as “inventions” or “con-
tributions”, conveniently forgetting that without in-
ventions there would be nothing to fight about and no
progress in the area in question.

At the present time and over the recent past we
are witnessing vigorous anti-patent efforts on the part
of the United States Justice Department. For example,
during the past year or two, the Justice Department
filed a brief amicus before the Supreme Court recom-
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mending that the Doctrine of Equivalents be over-
ruled, and has sought to limit many of the licensing
alternatives previously available to the owners of
proprietary rights,

Most surprisingly, all of this anti-patent effort by
the United States Justice Department is occurring at a
time: (1) when the United States is lagging in the
technological battle with Russia, Japan and other
foreign countries; and (2) where we have a serious
Balance of Payments deficit resulting in part from this
technology lag; and we therefore need patent incentives
as never before.

The Patent System is certainly not perfect. I
believe that strong efforts should be made to rectify
its deficiencies. As a prime example, the Patent Bar
should give further serious consideration to practical
ways and means for getting the best prior art in front
of the Patent Office, thus eliminating one of the major
sources of patent invalidation in the courts.

However, the remedy for particular deficiencies
in the Patent System is not to chip away at the scope
of patent protection and at licensing alternatives, and
thus deprive good patents on good inventions of their
strength and vitality, Outstanding inventions are still
respected and generally upheld, but it is in the area of
medium level inventions, which are “unobvious” in the
normal meaning of the word, and which “promote the
useful arts” {to use the Constitutional phrase), where
the principal erosion of the Patent System has taken
place.

The antitrusters make statements to the effect
that the same numbers of inventions would be made
and developed even without patent incentives. This is
nonsense. 1 have had a great deal of contact with
business managers, and I know that Research and
Development budgets are now cut back to some extent
because of the erosion of our Patent System; and
further erosion of the Patent System will produce
further diversion of funds from R & D budgets, to ad-
vertising and other areas where the return will be
greater. Similarly, brilliant and innovative people will
direct their talents and efforts away from inventing
and patenting toward more fruitful endeavors it the
Patent System is not strengthened and rebuilt.

President Abraham Lincoln said that “The Patent
System added the fuel of interest to the fire of genius”,
and it is imperative the United States Justice Depart-
ment not quench the fires of United States genius and
of technological progress with an antitrust fire ex-
tinguisher.

Getting back to the subject at hand, we see that,
at the interface between patents and the antitrust laws,
there is a boundary between conduct which is legally
within the scope of the patent rights, and conduct
which is clearly improper as violating the antitrust
laws. In addition to the actual interface, there is a gray
area near the interface, where the Justice Department
is seeking, on a case-by-case basis, to have the law
revised and brought into the forbidden zone.

This gray area is somewhat nebulous in scope,
and legal draftsmanship which will keep the Licensor
away from problem areas is not made easier when you
are licensing a group of inter-related proprietary rights,




